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The Coal Board awards grants to assist local govern- 
ments in providing public services which are needed 
as a direct consequence of coal development. 


This report presents 13 recommendations for im- 
provements in the coal impact assistance program, 
including: 
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Evaluate grants using all current statutory criteria 
(pages 15-19). 


Designate impact areas using expected as well as 
actual population increases (pages 19-23). 


Use professional technical assistance when 
needed in reviewing applications (pages 24-26). 


Enact legislation to allow the use of loans (pages 
31-33) 


Review completed coal impact projects on-site 
(pages 36-38). 
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The Legislative Audit Committee 
of the Montana State Legislature: 


Herein transmitted is our performance audit of the Coal Board. 
The purpose and scope of the audit are explained in Chapter | of 
the report. 

This report contains recommendations to the Coal Board and 
to the Department of Commerce for improvements in the administra- 
tion and operation of Montana's coal impact assistance program. 
The audit also included an examination of areas related to Coal 
Board grants, such as state agency designation of impact areas. 

The Coal Board and the Department of Commerce have gen- 
erally concurred with the recommendations made in this report. 
Their responses are contained beginning on page 40. 

We wish to express our appreciation to the director of the 
Department of Commerce, the Coal Board, and the staff of the 


board and department for their cooperation and assistance. 


Respectfully Ayah 


James H. Gillett, CPA 
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APPOINTIVE AND ADMINISTRATIVE OFFICIALS 


COAL BOARD 


Term 
Expires 
Hershel M. Robbins | Roundup 1985 
Chairman 
Paul Palm Hardin 1983 
Vice-Chairman 
Henry Siderius Kalispell 1983 
Dr. Dale R. Tash Dillon 1983 
Darcy Galasso! Butte 1985 
Nell Kubesh! Glendive 1985 
Jack G. Stevens! Great Falls 1985 
DEPARTMENT OF COMMERCE 
Gary Buchanan Director 
COAL UNIT 
Murdo A. Campbell Administrative Officer 


These board members were appointed on January 7, 1981 and did 
not act on the grants discussed on this report. 


The Coal Board was administratively attached to the Department 
of Community Affairs but became attached to the Department of 
Commerce on July 1, 1981. 


CHAPTER | 
INTRODUCTION 

At the request of the 1979-81 Interim Energy Forecasting 
Committee, the Legislative Audit Committee instructed the Legisla- 
tive Auditor to conduct a preliminary survey of Montana's energy 
programs and related activities. This survey was released in 
March of 1980 and contained a description of energy-related pro- 
grams administered by eleven departments of state government. 
From this initial survey, eight energy grant programs were selected 
for audit. 

This report is the result of a performance audit of coal impact 
grants administered by the Coal Board. The purpose of the Coal 
Board is to grant funds to local government units and state agencies 
to assist local government units in meeting the local impact of coal 
development. The grants are designed to assist local governments 
in providing governmental services and facilities which are needed 
as a direct consequence of coal development. 

ORGANIZATION OF REPORT 

This report is presented in six chapters. Chapter | presents 
an introduction to the report and summarizes the objectives and 
scope of our performance audit. 

Chapter I! presents background information on the operations 
of the Coal Board and the coal impact assistance program. Also 
included is a discussion of Montana's coal severance tax and the 
impact assistance programs of other states. 

Chapter III presents an analysis of the Coal Board's grant 


award criteria and the designation of areas eligible for grants. 


Included are recommendations designed to increase the effective- 
ness of the grant program in the area of grant eligibility. 

Chapter |V examines the grant application review process. 
Included are recommendations to improve the collection and analysis 
of data presented to the Coal Board and the Board's evaluation of 
that data. 

Chapter V discusses where the Coal Board could change its 
awarding procedures to better assist local governments in meeting 
the needs resulting from coal impact. 

Chapter VI examines two additional concerns: 1) the need 
for additional monitoring of grants to ensure that the Coal Board 
is accomplishing its goal of alleviating coal impact and 2) the need 
for a publication explaining the Coal Board's procedures to local 
governments. 

SCOREZORVAUD it 

The audit focused on the effectiveness and efficiency of the 
Coal Board's administration of the coal impact assistance program. 
The audit also included an examination of areas related to Coal 
Board grants, such as state agency designation of impact areas. 
Grant file documentation, including contracts, applications, project 
reports, staff reports, and other available data were reviewed. 
Interviews were conducted with Coal Board members and staff, 
grant recipients, state and federal officials, and other interested 
parties. Grant award criteria were examined, along with grant 
monitoring efforts. Samples of grant awards and denials were 


selected to determine the consistency of grant evaluations. 


CHAPTER II 
BACKGROUND 

The Coal Board (hereinafter referred to as the board) was 
established by Senate Bill 87 of the 1975 Legislature (Chapter 502, 
Laws of Montana, 1975). This legislation established the local 
impact and education trust fund account within the earmarked 
revenue fund. Section 90-6-201, MCA, states the purpose of this 
legislation (relating to the Coal Board) as: 

: to assist local government units which have been 

required to expand the provision of public services as a 

consequence of large-scale development of coal mines and 

coal using energy complexes . 
COAL IMPACT IN MONTANA 

Major coal impact in Montana to date has been concentrated in 
the southeastern part of the state. Coal impact, as referred to in 
this report, results when local governments must expand their 
public services as a consequence of coal development. A Depart- 
ment of Natural Resources and Conservation report shows ten 
companies were mining coal in Montana in 1980. Four of these 
companies paid the majority of the over $74 million in severance 
taxes collected on the approximately 34.6 million tons of coal mined 
in FY 1979-80. Two of these companies are in operation in Rosebud 
County and two are in Big Horn County. Substantial mining of 
coal from these mines began in 1970 in Rosebud County and 1973 
in Big Horn County. Therefore, the majority of impact from these 
mines has occurred in the last eight to eleven years. 

Testimony given at a 1981 legislative committee hearing indi- 


cated that the Montana coal industry employs about 1,880 direct 


employees, excluding construction workers at Colstrip. The Congres- 
sional Budget Office has determined that the number of direct coal 
employees can be multiplied by 3.3 to approximate the net increase 
in population in the coal development area. This factor takes into 
account that some direct coal employees will already be residents of 
the coal development area. The Congressional Budget Office has 
also determined that local governmental capital expenditure costs 
average approximately $7,100 per person. Using the above figures 
the total capital expenditure costs for coal impacted local govern- 
ments comes to approximately $44 million because of the increased 
population in the coal development area. Although this is a rough 
estimate of coal impact costs, it does show that they are substantial. 
The board has helped cover the impact costs for capital expend- 
itures by awarding 92 grants totalling approximately $30 million 
through December 1980. 

The need for impact assistance in the future could be sub- 
stantial if some of the presently proposed coal development projects 
take place. The 1980 Montana Energy Almanac shows the following 
proposed coal development for Montana: 

--two coal strip mines; 
--five coal fired electric power plants; and 
--six coal gasification (synfuel) plants. 

The Congressional Budget Office estimates that one synfuel 
plant will require approximately 4,000 construction workers and 
that 1,000 workers are required for each 1,000 megawatts of power 
plant capacity. Operating work forces are assumed to be 1,000 


workers for a synfuel plant and 200 workers for each 1,000 mega- 


watts of power plant capacity. The above population increases 
could cause substantial impact on local governments. For example, 
for one synfuel plant, the permanent population increase would be 
approximately 3,300 people (1,000 workers times a factor of 3.3). 
If this is multiplied by the $7,100 capital expenditure cost for each 
person this results in an impact cost of approximately $23 million 
for one synfuel plant. 
COAL SEVERANCE TAX 

The present 30 percent coal severance tax was enacted by 
House Bill 13 of the 1975 Legislature (Chapter 525, Laws of Montana, 
1975). Total tax collections for fiscal years 1975-76 to 1979-80 
totalled approximately $209 million. The distribution of the tax has 
been changed numerous times by the Legislature, including the 
percentage allocated to the Coal Board. In 1975, the board received 
17.5 percent of tax collections. This percentage has been reduced 
three times, to the present 8.75 percent. Illustration 1 shows the 
percentage of the tax going to various programs in fiscal year 
1980-81. Not shown, is the coal area highway improvement account 


which ceased receiving a percentage of the tax on June 30, 1979. 


COAL SEVERANCE TAX DISTRIBUTION 
FOR FY 1980-81 - IN MILLIONS OF DOLLARS 


Projected Revenue! 


Program Percentage for FY 1980-81 
Constitutional Trust Fund 50.0 $40.1 
General Fund 19.0 1523) 
Education Trust 10.0 8.0 
LOCAL IMPACT 8.75 Hall 
Public School Equalization 5.0 4.0 
Alternative Energy Development 2 220 


Parks Acquisition and Art 


Restoration Trust Fund 59) .0 
Renewable Resource Development Ava25 .0 
County Land Planning 5 4 
Library Commission 5 -4 

100.0 $80.2 


"Projections from the Governor's Office of Budget and Program Planning. 
Source: Section 15-33-108, MCA. 


Illustration 1 


BOARD OPERATIONS 
Structure 
The Coal Board consists of seven members appointed by the 
Governor, as provided under section 2-15-124, MCA. Appointments 
to the board are for four-year terms and are subject to Senate 
confirmation. 
Section 2-15-1104, MCA, provides that the members are selected 
as follows: 
--two from the impact areas; and 
--two with expertise in education. 
The Governor shall further, in making these appointments, consider 
people from these fields: 
--business; 
--engineering; 
--public administration; and 


--planning. 


No more than four members may be residents of the same congres- 
sional district. 

The board is required by law to meet a minimum of four times 
a year. Eight meetings were held in fiscal year 1979-80. Members 
receive $25 per day compensation plus travel expenses, as provided 
by law, when conducting official board business. 

Staffing 

The board was attached to the Department of Community 
Affairs (DCA) for administrative purposes only. On July 1, 1981 
the board became attached to the Department of Commerce, which 
was established by the 1981 Legislature in Senate Bill 432. Refer- 
ences to DCA in this report are now applicable to the Department 
of Commerce. DCA provides administrative support to the board 
in such areas as legal, budgeting, and accounting services. The 
board is autonomous in decision-making functions with respect to 
policymaking and grant awarding. DCA provides the board with 
staff and office space in Helena. 

The board is authorized a staff of four full-time equivalents 
(FTEs). The board presently has a staff of two FTE, an adminis- 
trative officer and an administrative secretary. A third staff 
position for a project evaluator is scheduled to be filled during 
1981. 

Funding 

The board is funded by a percentage of the coal severance 
tax. Separate appropriations are given for operating costs and for 
impact grants. Illustration 2 is a summary of total available funds 


(revenue), operating costs, impact grants, and reversions for 


fiscal years 1975-76 to 1979-80. Revenues are the funds available 
to the board based on a percentage of the total coal severance 
tax. Reversions are non-committed funds at fiscal year end that 


can only be used for the purposes of the education trust fund. 


COAL BOARD FINANCIAL HISTORY 


: Expenditures 

Fiscal 1 

Year Revenue Operating Costs Grants Reversions 
1979-80 $9,030,162 Sit5 038 $7,831,628 $1,083,496 
1978-79 5 999),915 109,104 4,832,742 457,349 
1977-78 4,798,524 80,002 4,718,522 -0- 
1976-77 6,283,560 57,448 6,226, 112 -0- 
1975-76 3855), D010, 43,379 2,389,681 1,442 ,507 


1Expenditures for operating costs include expenditures of the Coal Tax 
Oversight Committee and prior year adjustments. 


Source: Centralized Services Division of the Department of Community 
Affairs 


Illustration 2 


BOARD FUNCTIONS 
The primary function of the board is to receive grant applica- 
tions from local government units and state agencies and to award 
grants to assist these local units in meeting the impact of coal 
development. The general powers of the board are set forth in 
section 90-6-205, MCA. These powers allow the board to: 
--retain professional consultants and advisors; 
--adopt rules governing its proceedings; 
--consider applications for grants; and 
--award grants. 
Grant Process 
The grant process usually begins with a local government 


official contacting board members or the board office in Helena for 


information. The administrative officer answers any questions and 
sends a copy of the pre-application form for the local government 
to complete and return. 

The board's staff analyzes the pre-application and collects 
any additional data needed. Other agencies, both within DCA and 
outside DCA, may be asked to review the pre-application. 

The next step is a review of available information by the 
board at a board meeting. The board considers: 

--the pre-application (mailed to board members prior to the 
meeting); 

--the staff's analysis; 

--the oral presentation by the local government; and 


--a question and answer session at the meeting. 


The board then votes to call for a full application, to deny the 
grant request, or to table the request. The board may also 
reduce the dollar amount of the request when calling for the full 
application. If the board calls for a full application, the local 
government must complete another form which requires additional 
information. 

The full application is normally considered at the next board 
meeting (approximately two months later). The board receives 
information from the same sources as were presented with the 
pre-application. After discussion, the board votes to either award 
or deny the grant. 

Application and Grant Statistics 
Since the creation of the coal impact assistance program in 


1975, the board has acted on 139 applications through December 


1980. Additional applications have been received but some have 
been combined with others, returned to the local government, or 
withdrawn by the local government. The 139 applications resulted 
in 92 grants totalling approximately $30 million and 47 applications 
that were not approved, totalling approximately $23.8 million. 

Generally, grants have been given for capital expenditure 
projects with emphasis on sewer and water projects and schools. 
The board, for the most part, has given few grants for projects 
such as land acquisition and recreation, or for operating costs of 
local government services. Illustration 3 gives a breakdown of 
Coal Board grants by type of project. 


GRANTS BY TYPE OF PROJECT 
THROUGH DECEMBER 1980 - IN MILLIONS OF DOLLARS 


Number 
Type of Project of Grants Dollar Value 

Schools 20 SiG) 7 
Water and Sewer OU 7.8 
Buildings Other Than Schools 8 Be 2 
Capital Equipment 23 1.8 
City and County Planning 6 2 
Miscellaneous 4 2 
Operating Costs 4 vl 

92 $30.0 


1Tncludes one grant for street pavings, one grant for public 
libraries, and two grants to DCA. 


Source: Compiled by the Office of the Legislative Auditor from 
board records. 


Illustration 3 


Section 90-6-208, MCA, sets forth which entities may apply 
for Coal Board grants as: "The governing body of a city, town, 
county, or school district or any other local or state government 


unit or agency. ..." Attorney General Opinion No. 22, Volume 


10 


No. 37, stated that county water and sewer Hiecnices and rural 
improvement districts are “units of local government" which qualify 
for assistance. The opinion went on to state that counties may 
apply for grants for rural improvement districts and that cities, 
towns, and consolidated units of local government may apply for 
grants for special improvement districts. Illustration 4 shows the 


types of local governments (and state agencies) that have received 


grants. 
GOVERNMENTS RECEIVING GRANTS 
THROUGH DECEMBER 1980 - IN MILLIONS OF DOLLARS 
Number 
Government of Grants Dollar Value 

School Districts 211 $18.2 
Cities 31 55 
Special Districts 14 3E0 
Counties 24 2.6 
State Agencies A all 

92 $30.0 


cimeiades one grant to Miles Community College 


Source: Compiled by the Office of the Legislative Auditor from board 
records. 


Illustration 4 


Section 90-6-207, MCA, sets forth the requirement that DCA 
designate areas that are impacted by coal development based on 
actual or expected population increases. At least 50 percent of all 
grants awarded each year are to go to these designated units. 
Illustration 5 shows the distribution of grants to various areas of 
the state and to those areas which have been designated by DCA. 
Through December 1980, 64 percent of the grants totalling 73 per- 


cent of the impact funds have gone to areas designated by DCA. 
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GRANTS BY COMMUNITY 
THROUGH DECEMBER 1980 


Type of Number 

Government Name of Grants Dollar Value 

Counties Big Horn 5a § 1,069,760 

Rosebud* Wal 916,203 

Treasure 5 457,855 

Custer il SAA 

McCone 1 42,000 

Dawson 1 11,108 

Cities Hardin* 8 25025, 127 

Forsyth* 9 1,525,500 

Laurel 2D 815,191 

Hysham 5 617,974 

Lodge Grass* 3 357,426 

Miles City 1 82,600 

Billings 1 50,000 

Glendive 1 38,516 

Red Lodge 1 7,362 

School Districts Colstrip* 6 6,713,389 

Forsyth* i 4,830,748 

Hardin Elementary 1 2,041,648 

Miles Community College 1 1,526,456 

Hardin High School* 1 1,168,000 

Ashland Elementary* 1 800,000 

Lame Deer 2 468 , 420 

Rosebud* 1 465 ,000 

Laurel 1 228,825 

Special Districts Rosebud County* 12 3,086,579 

Custer County 1 358 ,000 

Big Horn County 1 200,000 

State Agencies DCA 2 94,000 

92 $30,048 ,959 


‘contains the Tri-County Solid Waste grant which serves Big Horn, 
Rosebud, and Treasure Counties. 


*Areas Designated by DCA under section 90-6-207(1), MCA. 


Source: Compiled by the Office of the Legislative Auditor from 
board records. 


Illustration 5 
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OminHEReSWAMES 

Part of our audit included an examination of the coal impact 
assistance programs of four western states - Utah, Wyoming, North 
Dakota, and Colorado. Illustration 6 compares various facets of 


Montana's coal impact assistance program with those states. 
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COAL IMPACT ASSISTANCE PROGRAMS IN OTHER STATES COMPARED TO MONTANA 


Facet Montana Wyoming North Dakota Colorado Utah 
ea aaaeaaaaaaaaaaaaaaaaaaaacaaaaaaamaaaaamaaaaaaaamaaaaamaaaaaamaammmammaa aaa Y 
Administering Coal Board Farm Loan Coal Development Department of Natural Resources 
Agency Board Impact Office Local Affairs Community 


Impact Board 


a RT RS ST TT LE a a a eT a EL ETE LE ELE IE LEE ELD LIE IEE LO ITE EOLA DEE EE TIT ED 


BS ER PCR Se ORR SF A TP A AS ER I TE ST TEST NEI” LE EE AED IE PEPE ELT LE PES LIS ELIA LED EDIE BA AEE EIEN, SEABED LER: I LLELEO LL LALE EA LEBEL OL EII LEEEETE 


Types of Local Government Highways, Roads, Local Government Local Local Government 
Projects Services Water & Sewer Services Excluding Government Services (Health 
Funded Systems Social Impacts Services Related First 
Priority) 
ey ee a SS AD a a SS IS PE STIS DSL SE TE ESAT ESE RL TE ETE EE EI OEE EE LG CEE LAE RE IE CE ETL SEG 
Entities Local Governments Local Governments Local Governments Local Local 
Eligible Governments Governments 
for Funding 
Se er mem a SS RT EE TT ELE ELIE LE PIES ESE LPIA TIE EE TE EEE EEE ILENE IEA SA SEEDS  LLIIE LAE ELLE BINT PE ETE LB STEERER EE RE AES ERIE PCT TOO AE 
Types of Grants Grants (Loans Grants and Loans Grants Grants and Loans 
Funding from Mineral 
Royalties) 
FARR SE Set a SS ee SL TS a ED I I “ER OE 2 SE ILL EER IT DD FE I A ST EE 8 LE AE EL ON EL 5 EL ELLE EOD 
Coal Tax: 
Rate 30% of value 17% of value 96C/ton 60¢/ton Federal Mineral 
Royalties 
Percent for 8.75% 11.8% 35% 45% 32.5% 
Impact 
Dollars for $9.0 million $6.5 million $4.2 million $5.5 million $4.9 million 
Impact 
(FY 1979-80) 
Grant Award Approximately Annually Quarterly Quarterly Semi-annually 
Period Every Other Month 
(SESS ETAT SL SER SE SR SSS CE ERO SR RR a RE NE YES ST PG Ie AE RE EE EESTI TDL EY TSS TD ARSE SEATS EOE EE ER PRIEST SS OIE T Ta SR ES SL 
Computerized 
Financial Yes No No Yes Yes 
Assessment 
System 


SSS SOS SRS ES NINSREN ATS RATS SES ARR FSS ER SE RP PS SSSR SS SSS a SST ST EGP 2S STIRS SDS ET RPE SONS AS PERT SS EE ETE IDE TE EE TI LITE SERGE LET ELIE LILES LTE LLL 


Source: Compiled by the Office of the Legislative Auditor. 


Illustration 6 
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CHAPTER III 
GRANT ELIGIBILITY 

The board is responsible for determining which applicants are 
eligible for grants based on award criteria specified in the law. 
During our review, we noted that the board and other interested 
parties tend to emphasize one criterion over the others. In addition 
to evaluating the criteria, we also analyzed the importance of 
designations of impact areas. 
GRIMERVA 

Section 90-6-206, MCA, sets forth the criteria for the board 
to consider when evaluating grant requests. Grants are to be 


awarded on the basis of: 


--need; 
--degree of severity of impact from coal development; 
--availability of funds; and 
--degree of local effort in meeting the needs. (Local effort is 
defined in terms of mill levies and bonded indebtedness. ) 
The board has further defined the criteria by which applica- 
tions will be judged in the Administrative Rules of Montana. 
"Need" is defined as the assistance required to eliminate or reduce 
a direct and obvious threat to the public health, safety, or welfare. 
"Severity of impact" involves the rapidity of growth and subsequent 
expansion of the problem and the number of people affected. 
"Availability of funds" involves weighing the amount of funds 
available in light of the total request submitted. 'Degree of local 
effort" is described as the bonding and millage efforts made in the 
past and being made presently, and efforts to secure funding from 


other sources. 
15 


The board, state government officials, and legislative committees 
have emphasized the importance of the local effort criterion over 
the other three criteria specified in the law. The following section 
discusses the difficulty in measuring local effort. Also covered 
are the possible effects if the board were required to follow a 
strict interpretation of this criterion when evaluating grant applica- 
tions. 

Measuring Local Effort 

In determining the degree of local effort, the board is required 
to review the past and present financial condition of the applicant. 
In this way, the board can determine the level of local financing 
generated to support the construction of needed community projects. 

By law, the degree of this effort is determined by the board 
by reviewing millage rates and the applicant's present state of 
bonded indebtedness. Millage rates and bond issues give the 
board an indication of how willing a local government is to support 
needed projects by using local revenues. 

Mill Levies 

If millage rates for the present fiscal year are lower than the 
average millage rate levied during the three years immediately 
preceding coal development, the board can view this as a lack of 
local effort. For example, large increases in taxable valuations in 
Rosebud and Big Horn Counties have reduced mill levies and 
therefore created concerns over board distribution of impact grants 
in these counties. 

If the board used mill levies as the exclusive criterion for 
awarding grants, Rosebud County would have had nearly all of its 
past grants denied. A strict interpretation of this kind would also 
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prevent Rosebud County from qualifying for any future impact 
assistance. This approach would deny virtually all grants to those 
areas presently receiving the most severe impact in the state. 
Since these areas experiencing the greatest impact also have the 
greatest increases in their taxable valuations and traditionally low 
mill levies, using only mill levies as the criterion for awarding 
grants would virtually assure the denial of impact assistance funds 
to them. 

Bonded Indebtedness 

A similar conclusion would be reached using a strict interpre- 
tation of the bonded indebtedness criteria. The current statute 
(section 90-6-206(4), MCA) states that "in determining the degree 
of local effort, the board shall consider the possibility of requiring 
that local government unit to increase its bonded indebtedness to 
provide all or part of the governmental service, which is needed 
as a direct consequence of coal development." If the board were 
to judge an applicant's eligibility solely on the basis of its present 
level of bonded indebtedness, few coal impacted local governments 
would qualify for grant awards. For example, Big Horn County 
had no general obligation bonds outstanding at the end of fiscal 
year 1979-80 and Rosebud County was only at 4.4 percent of its 
legal debt margin. 

Local Government Views 

Local government officials are opposed to the sole use of the 
local effort criterion because they believe it places an unfair 
burden of financing needed projects on the area's original residents. 
They contend that many attempts have been made to sell bonds in 
support of new facilities but that potential buyers were reluctant 


WW 


due to the low interest limits set forth in the law. They also 
indicated that millage rates did rise during the period of greatest 
impact and that present rates do not reflect the effort put forth in 
the past to raise local revenues. An official from DCA's Local 
Government Services Division stated that mill levies are poor 
indicators of local effort since taxable valuations and mill levies are 
always inversely proportional. For example, an individual's tax 
bill could remain the same, or even increase, with a reduction in 
the mill levy if his property's taxable valuation increased. Looking 
at the mill levy alone would give the appearance that local effort 
could be increased. All of the above-mentioned officials believed 
that looking at the total dollar amounts spent on local government 
services on a yearly or per capita basis would provide a much 
better indicator of local effort. 

Legislative Intent 

The legislature acted on bills in 1979 and 1981 that would 
have required the board to follow measureable local effort criteria. 
The bills during both sessions would have required the board to 
reject grant applications from local governments whose millage rates 
and/or level of bonded indebtedness did not meet certain standards. 
Senate Bill 346 was amended by the 1979 Legislature to give the 
board discretionary authority over rejecting grant applications that 
did not meet local effort standards. The 1981 Legislature killed 
Senate Bill 13 which would have eliminated the discretionary provi- 
sion discussed above and included additional local effort standards 
for grant applicants. It appears legislative intent is to give the 


board discretion in measuring the amount of local effort required. 
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Utilization of Criteria 

It is necessary for the board to use all of its statutory criteria 
to evaluate grant applications. With the difficulties in measuring 
and using the local effort criterion, it is logical to rely less on it 
rather than to use it as the primary determinant. 

Based upon our review of a sample of grants awarded by the 
board, as well as first-hand observation of impact sites and inter- 
views with grant recipients, we found the current statutory criteria 
adequate for efficient distribution of impact funds in accordance 
with the law. Current cri-eria allow the board to consider the 
unique problems of each local government. Furthermore, with the 
creation of a Coal Board to receive applications and award grants, 
it can be reasonably assumed that the intent was to give the board 
discretion to judge the need for funding in the various impact 


areas. 


RECOMMENDATION #1 

WE RECOMMEND THAT THE COAL BOARD CONTINUE TO USE 
ALL CURRENT STATUTORY CRITERIA GOVERNING IMPACT 
GRANTS WITHOUT PLACING EMPHASIS ON THE LOCAL 


EFFORT CRITERION: 


DESIGNATION OF IMPACT AREAS 

Montana law (section 90-6-207(1), MCA) states "the department 
of community affairs shall designate counties, towns, school districts, 
and other governmental units which have had or expect to have an 
increase in estimated population of at least 10% during any 3 years 
since 1972 as a result of the impact of coal development." 


iS) 


The purpose of designating impact areas is to give priority to 
certain units of local government receiving impact assistance by 
directing a majority of the impact grant funds to meet special 
needs for expanded public services. Since the law requires that 
at least 50 percent of all grants be awarded to these designated 
areas, it becomes important to grant applicants to receive the 
"designated" status. Through December 1980, 64 percent of the 
grants totalling 73 percent of the impact funds have gone to areas 
designated by DCA. (See Illustration 5 on page 12.) 

When the law was originally enacted in 1975, DCA was given 
the authority to designate impact areas. At the board's request, 
in 1976, DCA's Research and Information Systems Division formulated 
a list of designated units of local government eligible to apply for 
impact grants. In 1977, House Bill 145, the appropriations bill, 
gave additional authority to certify impact areas to the Department 
of State Lands (DSL). DSL certification was necessary before the 
board could award a grant. The 1979 Legislature removed any 
DSL involvement in the designation process. 

During our review we noted two concerns with DCA's designa- 
tion of impact areas: 1) the list was made without considering 
expected population increases, and 2) the list has not been updated 
since 1976. 

Expected Population Increases 

The law states that DCA shall designate areas that ". 
expect to have an increase in estimated population. . ." as well as 
actual population increases. This would allow the board to imple- 


ment section 90-6-207(2), MCA, which states: "Attention should 
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be given by the coal board to the need for community planning 
before the full impact is realized." This would also allow local 
governments to begin construction on needed projects before the 
increases in population occur. This is necessary for many large 
scale projects, such as schools, which require two or more years 
to plan and construct. 

Local governments may be missing some of the benefits of 
community planning before impact occurs. Only 6 of 92 grants 
awarded through December 1980 have been for city or county 
planning. More planning applications may have been made if 
potential applicants had been designated as expecting population 
increases due to future coal development. 

The DCA method of designating areas resulted in selection of 
only those areas that were impacted by coal development in 1976 
and excluded those areas lacking a documented 10 percent increase 
in population. The original list used only the 10 percent popula- 
tion increase as criteria for impact designation and ignored potential 
impact in areas expecting population increases. Consequently, 
only a limited number of local governments qualified for impact 
area status and the list contained no local government units in 
which future impact was expected to occur. 

DCA lists Rosebud as the only designated county; Hardin, 
Lodge Grass, and Forsyth are the only towns listed; no unincorpo- 
rated towns (Colstrip, for example) are included; and no special 
improvement districts are cited. In contrast, when DSL certified 
impact areas, it expanded the definition of impact areas to include 


a potential impact factor from future mine development in the area. 
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DSL's list contained Rosebud, Bighorn, and Treasure Counties; 
two additional towns, Laurel and Hysham; the unincorporated 
towns of Colstrip and Ashland; and three Rural Special !mprove- 
ment Districts. This expanded list covers 88 percent of the grants 
totalling 92 percent of the impact funds awarded through December 
1980. 

DCA should make designations based on expected as well as 
actual population increases to allow local governments to begin 
construction before full impact takes place. This will also give 
communities warning to expect population increases so they can 
begin planning for the impact. Predicting the location and timing 
of impact can be a technical matter beyond the capabilities of many 
communities. Some communities undoubtedly are not even attempting 
to determine if they will be impacted. 

Update List 

At present, the board continues to use the original list that 
DCA made in 1976 and no attempt has been made to accommodate 
changes in Montana's impact areas. If the list of designated areas 
is not updated periodically, the board cannot be sure that at least 
50 percent of the grants are being awarded to areas experiencing 
the greatest impact. Without such a review the board will also be 
unaware of new areas which expect the 10 percent increase in 
population which would qualify them for consideration as designated 
impact areas and make them eligible for planning grants. 

The board should meet as often as needed with DCA staff to 
update which areas receive "designated" status. This would allow 


the board to review areas of potential impact and designate new 


impact areas as coal development occurs in the state. Board 
members told us they recently met with DCA officials and requested 


an updated list. 


RECOMMENDATION #2 

WE RECOMMEND THE COAL BOARD AND THE DEPARTMENT 

OF COMMUNITY AFFAIRS: 

A. MAKE DESIGNATIONS BASED ON EXPECTED AS WELL 
AS ACTUAL POPULATION INCREASE. 

BeeoMEET AS (OFTEN -AS-/NEEDED TO,.UPDATE. THE, ‘DESIG- 


NATED IMPACT AREA LIST. 
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CHAPTER IV 
APPLICATION REVIEW 

When a pre-application for a proposed project is received by 
the board's administrative officer, it is assigned a file number. 
Copies are then made and sent to each board member. The pre- 
application is reviewed by the board's staff and frequently by 
other agencies within DCA. The review process has also included 
some evaluations by agencies other than those within DCA. For 
example, some pre-applications involving public school projects 
have been sent to the Office of Public Instruction for comments. 
Reviews by other agencies are received by the administrative 
officer and incorporated in the staff summary presented to the 
board. 

In order to obtain comparative financial data for each local 
government submitting pre-applications, the Coal Board requested 
the development of a financial assessment system which is discussed 
starting on page 26. Since its development, the reports generated 
by the system have been presented to the board as part of each 
pre-application evaluation. 

The following section discusses where the board could expand 
its review of applications by obtaining technical assistance when 
necessary. Included is an evaluation of the use and development 
of the financial assessment system. 

TECHNICAL ASSISTANCE 

During our audit, we noted a number of instances in which 
grant recipients returned to the board after receiving a grant to 
apply for additional funds to extend or complete their initial grant- 
related activity. During our review of board meeting minutes we 
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found seven grants with increases averaging approximately 19 
percent of the original grant amounts. Two recent grants to 
school districts had increases averaging #74 percent of the original 
grant amounts. Although determining the adequacy of funding for 
a proposed project is the primary responsibility of the applicant, 
in the interests of financial efficiency and administrative control 
the Coal Board should be able to make a reasonable determination 
of funding needs based upon the nature of the project and the 
specific information provided in the pre-application. In the past, 
however, its ability to do this has been largely limited to its 
experience with similar grant proposals. 

The amount of the request is only one area of the application 
that must be evaluated by the board. While the experience of the 
board and its staff is an important factor in properly awarding 
grants, there are times when technical assistance would enhance 
their ability to thoroughly evaluate the projects proposed. 

Many of the applications considered by the board (now and in 
the past) involve the construction of water treatment facilities and 
sewer systems. Due to the technical aspects of projects such as 
these, as well as other general construction projects, the ability of 
the board and its staff to fully assess the need, cost, and proper 
installation of structures may be impaired in certain instances. In 
such cases, the services of a technical consultant could be valuable 
to the board in making accurate evaluations. The law presently 
allows the board to "retain professional consultants and advisors" 


under section 90-6-205, MCA. 
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A discussion with the board's administrative officer indicated 
he had already considered the merits of contracting with a profes- 
sional engineer to evaluate certain projects on a case-by-case 
basis. He indicated that an independent expert would provide the 
board greater administrative control over the proposals, as well as 
those projects subsequently awarded grants. For the reasons dis- 
cussed above, the board should seek professional technical assis- 
tance when evaluating applications for complex projects. We dis- 
cussed this with board members and were told a consultant has 
been used to evaluate water and sewer projects since our review 


was completed. 


RECOMMENDATION #3 
WE RECOMMEND” THAT, THE COAL BOARD SEEK PROFES- 
SIONAL TECHNICAL ASSISTANCE WHEN NEEDED IN REVIEW- 


ING APPLICATIONS. 


LOCAL GOVERNMENT FINANCIAL ASSESSMENT SYSTEM 

The Local Government Financial Assessment System (LGFAS) 
is an automated information system developed in 1979 at the board's 
request by DCA's Research and Information Systems (RIS) Division. 
The system was developed partly in response to legislative criticism 
over the board's analysis of the local effort criterion. The board 
uses the system to assess the fiscal needs of local government 
grant applicants. In October 1980, the board began using the 
system's computer printout as part of its local effort criteria to 


evaluate grant applications. The purpose of the system is twofold: 
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(1) to provide a basis for determining how much fiscal responsibility 
a grant applicant can assume in funding part of its grant request, 
and (2) to give the board quantifiable information with which to 
make decisions on grant applications. 

System Operations 

The system operates in the following manner. An extensive 
data base for all Montana local governments was gathered by RIS 
during the 1970s. This system consolidated historical, demographic, 
and financial data from several sources on each local entity. The 
primary sources of system financial data are the local government 
annual financial reports which summarize local government revenues 
and expenditures, the Department of Revenue's county taxable 
valuations, and the Montana Taxpayer's Association publication of 
property tax mill levies. The system provides a comprehensive 
analysis of the financial variables needed to assess the fiscal 
condition of Montana municipalities and counties. 

In order to establish a local government's fiscal role under 
the grant application process, the computer program evaluates the 
applicant's position in terms of comparative fiscal effort. Per 
capita local revenues are compared against a standard established 
for a preselected group of similar type local governments. 

The financial information is consolidated in a series of tables. 
The output ranks each local government against its group for the 
variables: total local revenues, local revenues (county only), 
property taxes, taxable valuation, and operating and water and 
sewer expenditures. The printout also reviews and places signifi- 


cant emphasis on the local government's current level of bonded 
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indebtedness and generates specific numbers indicating each entity's 
remaining legal capacity for bonded indebtedness. A listing of the 
local governments contained in the reference group completes the 
computer output. 

Board Review 

When the Board reviews grant applications, the printout 
information is used to compare the fiscal efforts of similar local 
governments by group rank and group average for several fiscal 
variables. Group rank is used only as a comparative measure but 
is not regarded as an important indicator of local effort. The 
group averages, however, receive significant board emphasis. If 
the applicant does not consistently meet or exceed the group 
average for the fiscal variables the board may regard this as a 
lack of local effort and may use this information as part of its 
evidence to reduce the grant request. 

During our review, we noted that the board was placing an 
increasing emphasis on the computer output of the financial assess- 
ment system to evaluate grant applications. The board must be 
prudent in its use of the system's printout during its review of 
applications. The difficulties with using mill levies and bonded 
indebtedness to measure local effort were discussed earlier on 
pages 16 and 17. Board review should consider all of the statutory 
criteria and not rely primarily on the system's evaluation of local 
effort simply because the printout provides numerical results. 

DCA Administration 
Our review also noted two concerns with regard to DCA 


administration of the system. First, DCA was not able to supply 
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the necessary documentation which explained how the computer 
programs work. Documentation is a standard procedure for evalu- 
ating and testing system reliability. It provides a medium for 
effective review by management, creates a means to correct system 
design error, and may be used for system maintenance. In this 
instance, without documentation of the basis of the program, it is 
difficult to determine how fairly the local government printouts 
used by the board represent the actual relative financial condition 
of the applicants. DCA should write a summary document which 
explains the basis for the system and notes the sources originally 
used to develop the computer program. We discussed this with 
DCA officials who recognize the importance of documentation and 
they stated the documentation would be provided once the computer 
programs are finalized. 

Second, there is very little security provided by DCA to 
protect the files containing the computer programs and data for 
the financial assessment system. A person with some knowledge of 
the state's computer system could access the files and make unautho- 
rized changes. These changes could conceivably alter the decision 
of the board on grant requests by misrepresenting the financial 
condition of applicant local governments. DCA should develop 
security procedures to prevent unauthorized changes in the financial 
assessment system. DCA officals indicated the Computer Services 
Division of the Department of Administration is in the process of 
obtaining a security system that will also be available to other 


agencies. 
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RECOMMENDATION #4 
WE RECOMMEND THE COAL BOARD NOT RELY PRIMARILY 
ON THE FINANCIAL ASSESSMENT SYSTEM PRINTOUT AS 


THE DETERMINING FACTOR IN A GRANT AWARD. 


RECOMMENDATION #5 

WE RECOMMEND THE DEPARTMENT OF COMMUNITY AFFAIRS: 

A. DOCUMENT THE BASIS FOR COMPUTER PROGRAMS 
USED. TO" "ASSESS THE FINANCIAL “CONDITION “OF 
GRANT APPLICANTS. 

BB) SIMPEEMENT, “SECURITY “PROGEDURES “TO>~ PREVENT 
UNAUTHORIZED CHANGES IN THE FINANCIAL ASSESS- 


MENT SYSTEM. 
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CHAPTER V 
AWARDING OF GRANTS 

When the Coal Board and the impact assistance program were 
created in 1975, the legislature did not place strict criteria on the 
types of projects eligible for funding or specify detailed procedures 
for the board to follow when awarding grants. The types of 
eligible projects were limited only to public services provided by 
local governments (section 90-6-201, MCA). Awarding procedures 
for the board were broadly delineated, such as meeting at least 
quarterly (section 90-6-204(2), MCA) and awarding at least 50 per- 
cent of the grants to areas designated by DCA (section 90-6-207(1), 
MCA). With few restrictions placed on it, the board has been able 
to form its own priorities for funding projects and methods of 
awarding grants. The following sections discuss areas where the 
board should consider changes. 
LOANS 

At present, the board only provides funding through direct 
grants, although it has given some grants on the condition that 
they be repaid if certain contingencies occur. In one instance, a 
school grant was increased because the school district was not able 
to sell all of its bonds. This grant was on the condition the 
additional money would be returned at a later date if the bonds 
could be sold. The above example is a case where a loan instead 
of a grant would have given the board greater flexibility in using 
its funds. 

Board members that we interviewed favored the idea of loans. 


Most local government officials also favored loans in certain instances, 
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as long as direct grants would continue. Illustration 6 on page 14 
shows that three of the four other states we reviewed use loans in 
addition to grants. 

The following are possible instances in which loans could be 
used in place of direct grants to give the board greater flexibility 
in alleviating coal impact: 

--Projects that require substantial front-end money for areas 
that expect an increase in the tax base and therefore will 
have the ability to repay in the future. 


--Projects that will generate revenue from user's fees after 
completion, such as water and sewer systems. 


--Projects that the board has determined to be of lower priority. 
--Projects where a local government has not been able to sell 
its bonds to cover its own local effort. 
Some criteria to consider when awarding loans would be: 
--Loans could be made only for permanent improvements and not 
for equipment, maintenance, or operating expenses. 


--Loans could be made to local governments with little or no 
bonded indebtedness. 


--Interest rates and length of loans could be set by the board 
based on some measure of ability to repay. 

Senate Bill 208 of the 1981 Legislature would have allowed the 
board to award loans in additions to grants. The bill did not 
specify which types of projects to consider for loans, but did set 
some guidelines for administration of the loan program. One 
possible reason the Legislature did not pass this bill is because 
some communities which expect coal impact in the future wanted to 


- 


be sure they received direct grants instead of loans. 
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Legislation should be enacted to allow the use of loans in 
such instances as when a local government cannot sell its bonds to 
cover its own local effort. If such legislation is passed, the board 


should then set guidelines for loan awards. 


RECOMMENDATION #6 
WE RECOMMEND THAT LEGISLATION BE ENACTED TO ALLOW 
THE USE OF LOANS AND, IF PASSED, THAT THE COAL 


BOARD SET GUIDELINES FOR LOAN AWARDS. 


AWARDING PROCEDURES 

The board does not have a formal list of priorities that it 
follows when awarding grants. The board also awards grants at 
each board meeting rather than on a set schedule. The intent of 
the following sections is to discuss how the board could be more 
effective in its awarding of grants by setting priorities and by 
awarding at designated intervals. 

Priorities 

Currently, the board does not have a formal list of priorities 
for funding projects, although past practices do indicate some 
patterns in awards. For example, the board has given the majority 
of grants for capital expenditures for schools, water and sewer 
systems, and equipment. Few grants have been given for operating 
costs or social impacts due to coal development. 

A general priority list is needed which orders broad categories 
of projects, such as schools, sewer systems, operating costs, etc. 


A general priority list will require the board to make decisions on 
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which areas it wants grant funds to be concentrated before the 
funds are actually awarded. This will allow the board to adjust 
the level of funding for various projects from full funding to some 
level of partial funding based on a determination of the importance 
of a project. Applicants will also receive a better understanding 
of why their grant request was denied or received only partial 
funding. 

When drawing up the general priority list the board should 
consider that some local governments receive impact without the 
accompanying increase in taxable value. An example is Treasure 
county which is impacted because of its close proximity to the coal 
mines located in Rosebud and Big Horn counties. Treasure County's 
population and need for services has increased without an accompany- 
ing increase in its tax base. Areas without increased tax bases 
may also need grants for operating costs in addition to capital 
items. 

The board should set a general list of priorities for awarding 
grants to ensure that grant funds are going to projects designated 
as the most important. 

Scheduled Awards 

As mentioned previously, the board makes awards at each of 
its meetings. Illustration 6 shows that of the four states we re- 
viewed, two awarded quarterly, one semi-annually, and one annually. 

Some of the advantages for holding applications for a period 
of time before making awards are: 


--The board can set priorities for a number of grants at one 
time. 
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--The board's staff would have more time to evaluate applications 
and compare requests for similar projects from different 
areas. 

--Local governments would likely prioritize their requests know- 
ing that some delays are going to occur between awards. 
It is difficult to set priorities among various projects without 

having a list of proposed projects to consider at one time. If the 
board awarded grants at scheduled intervals, more applications 
could be compared and a list of priorities established. The primary 
disadvantage of holding applications for a scheduled period of time 
is that the board could not act as quickly as it does now. The 
board has been praised by local government officials for its quick 
action on applications and for having a minimum of "red tape." A 
compromise would be to allow the board to award grants at short 


intervals, such as quarterly, with an allowance to make emergency 


awards at other times. 


RECOMMENDATION #7 

WE RECOMMEND THE COAL BOARD: 

A. SET A GENERAL LIST OF PRIORITIES FOR AWARDING 
GRANTS. 

B. AWARD GRANTS AT SPECIFIC INTERVALS WITH AN 


ALLOWANCE FOR MAKING EMERGENCY AWARDS. 
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CHAPTER VI 
ADMINISTRATIVE CONCERNS 

Our review of the board revealed two additional areas where 
improvements could be made to increase the effectiveness of the 
coal impact program: 

i Monitoring of grants by the board. 

Bo Use of an explanatory publication. 

The intent of the following sections is to briefly discuss these 
areas. 
MONITORING OF GRANTS 

The board does limited monitoring of its impact grants. Our 
review of a sample of grant files showed little evidence of on-site 
visits by the board or its staff. Project monitoring at the contract 
stage is limited because of only general involvement of the board. 
Contracts between the board and a local government have a broad 
project scope. For example, one contract only specifies replacing 
existing water mains on certain streets with new eight-inch mains. 
The detailed contract would then exist between the local govern- 
ment and the contractor building the project. 

The board relies on local governments to do the major portion 
of the financial monitoring. Grant funds are paid to the local 
government rather than the contractor. The contractor bills the 
local government for work as it is completed. The local govern- 
ment verifies that the charges are true and accurate, pays the 
contractor, and requests reimbursement from the board. The 


board's administrative officer reviews the reimbursement request 


36 


which includes a statement and certification of completed work by 
the architect or engineer in charge. The administrative officer 
relies primarily on the local government's review and the certifi- 
cation by the architect or the engineer. Some project grants do 
not involve a contractor, such as capital equipment purchases. 
The board's administrative officer can easily verify these purchases 
through the invoice. 

The most effective grant monitoring for the board would be 
accomplished by reviewing projects after completion. This monitor- 
ing effort would require on-site visits of the projects. Monitoring 
of projects after completion would help the board determine if it is 
meeting its goal of alleviating coal impact on local governments. 
This review would require collecting data, viewing the project site, 
and interviewing local government officials and citizens served by 
the project. A report by the reviewer to the board could contain 
recommendations for changes in the board's procedures or project 
criteria. Reviews after construction will allow the board to make 
any corrections in future application preparation and review proced- 
ures, project priorities, and payment review procedures that would 
improve results in meeting program goals. 

We discussed grant monitoring with board members and were 
told they plan to use the new staff position to accomplish this 
function. The job description for this new position lists three 
functions that relate to monitoring of Coal Board grants: 

--Monitors compliance of Coal Board contracts to include estab- 
lishing and maintaining contractual guidelines. 
--Prepares documentation and maintains effective control over 


program expenditures. 
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--Implements objectives, policies, and procedures governing 
project compliance and evaluation. 

The board has not taken advantage of one method of project 
monitoring that is presently available. Point 14 in the board's 
contract form requires the grantee to prepare a completion report 
at the end of the contract period. The report is to set out in 
narrative form a summary of the work completed. Generally these 
reports were not present in the files that we reviewed. Completion 
of these reports would provide the board with one method of 
monitoring completed grants. The board's administrative officer 
indicated the new staff position will be used to help local govern- 


ments prepare their completion reports. 


RECOMMENDATION #8 

WE RECOMMEND THE COAL BOARD: 

A. PERFORM ON-SITE REVIEWS OF COAL IMPACT PROJECTS 
AFTER COMPLETION. 

B. REQUIRE GRANTEES TO SUBMIT PROJECT COMPLETION 


REPORTS AS REQUIRED IN THE BOARD'S CONTRACTS. 


EXPLANATORY PUBLICATION 

According to the board's administrative officer, much of the 
initial contact with grant applicants in the past has been on a 
"berson-to-person" basis, often by telephone. In most cases, 
after this first discussion, a Coal Board publication and pre- 


application form are sent to the interested party. 
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Currently, the general purpose publication distributed by the 
board to describe the impact assistance program is a pamphlet 
illustrating the distribution and dollar amounts of all grants awarded 
and denied. There is virtually no written explanation of the 
program in terms of applicant eligibility requirements, methods 
used to evaluate proposals, project funding priority, or procedures 
followed by the board during its application hearings. While this 
pamphlet contains useful information concerning impact grants, its 
value as a source of information and guidance to local governments 
could be greatly increased. Some items that should be included 
are explanations of board priorities to help local governments 
determine if they should apply, explanations of how to apply, and 
explanations of what to expect from the board during the decision- 
making process. Board members told us they were in favor of 


including this type of information in their publication. 


RECOMMENDATION #9 

WE RECOMMEND THE COAL BOARD EXPAND ITS PUBLICATION 
FOR LOCAL GOVERNMENT APPLICANTS TO INCLUDE GUIDE- 
LINES AND INFORMATION PERTAINING TO ALL ASPECTS OF 


IMPACT GRANTS. 
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DEPARTMENT OF COMMERCE 


: * TED SCHWINDEN. GOVERNOR 1424 9TH AVENUE 
—— SIAIE OF MONIANA 
(406) 449-3494 HELENA, MONTANA 59620 


July 20, 1981 RECEIVED 
JUL 20 1983 


MONTANA LEGISLATIVE AUDITOR 
Office of the Legislative Auditor u 


State Capitol Building 
Helena, Montana 59620 


Attention: James M. Nelson 
Gentlemen: 


Following is the Department's official written response to your recently com- 
pleted performance audit of the Montana Coal Board. 


As you have noted, at the time the audit was performed the Coal Board was 
attached to the Department of Community Affairs. Since then, two major changes 
have occurred: a) four new board members have been appointed to replace those 
whose terms had expired; and b) the Board is now attached to the new Department 
of Commerce, following the abolition of DCA, effective July 1, 1981. This 
response, then, comes from the Department of Commerce. 


First, I have addressed the audit recommendations, with which we concur, in 
“general. Secondly, I have suggested several corrections to information that 
appears misleading; however, these corrections are not of significant consequence 
with respect to the merit of the audit recommendations. 


Recommendation #1 


The Department concurs. (We feel that the Board's recent heavy emphasis on local 
effort has been a direct response to earlier reviews of the Coal Board by the 
Office of the Legislative Fiscal Analyst and by the Coal Tax Oversight Committee.) 
We regard a balanced consideration of local effort, broadly defined, to be entirely 
appropriate to the Board's function. 


Recommendation #2 


The Department concurs. It should be noted that the Research and Information 
Division of DCA is now attached to the Department of Administration. The Board 
is renegotiating a contract for updating the designations for past and projected 
coal-related population growth. 


“AN EQUAL OPPORTUNITY EMPLOYER™ 
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Office of the Legislative Auditor 
July 20, 1981 
Page two 


Recommendation #3 


The Department fully concurs. The Board has used professional technical assistance 
on some projects, primarily water and sewer as noted. The Board has indicated it 
intends to continue seeking appropriate technical assistance. 


Recommendation #4 


The Department fully concurs. The specific Coal Board meetings attended by staff 
of the Legislative Auditor probably represented a disproportionate amount of focus 
on the question of local effort and the assessment system because intermittently 
during the past year the Board was very actively involved in trying to develop a 
tool that would help evaluate local effort. The tool that is being developed 
appears to be useful but does not provide an adequate array of information about 
local effort. The Board recognizes this and that local effort is only one criteria 
which must be considered. 


Recommendation #5 


A. The Department fully concurs. 


B. The Department concurs and would note that the financial assessment system 
is now operated in the Department of Administration, which, as the audit 
report notes, is in the process of making a security system available. 


Recommendation #6 
The Department fully concurs and has consistently made a similar recommendation. 
Recommendation #7 


A. The Department concurs with the concept, if not totally with the methodology, 
recognizing also the need for case-by-case review that will allow the Board 
to evaluate not only the statutory criteria of severity of need, local finan- 
cial capacity and effort, and relationship to coal development but also unique 
circumstances and, in particular, local priorities. Over the years the Board 
has tended to be very sensitive to local priorities, which we consider entirely 
appropriate. It must be recognized that the Board needs to be able to balance 
public health, safety and welfare considerations with a project's relationship 
to coal development. 


B. The Department concurs, recognizing that the Board may need to be fairly 
stringent in its interpretation of "emergency." 


Both of these recommendations have been made in the past by DCA. 


4 1 \ 


Office of the Legislative Auditor 
July 20, 1981 
Page three 


It should be noted that the Coal Board has scheduled a policy meeting for 
July 24, 1981, at which they will discuss many issues that are of concern to 
your office, as well as other policy issues they have identified. 


Recommendation #8 

A. The Department concurs. As noted, the staff position for the project eval- 
uator is being developed. The Department considers, however, that the project 
evaluator can most effectively serve the Board and its applicants by performing 


on-site reviews of both current and completed projects, as well as other 
functions. 


B. The Department fully concurs. 

Recommendation #9 

The Department fully concurs and recognizes a parallel need for a publication 

that responds in more detail to the many other requests we receive for information 
on the Board and its operations. 


I appreciate the thoughtful effort your staff has put into the audit. If you 
have any questions related to this response, please let me know. 


Attached are some corrections of fact or interpretation we would suggest. 


Lh 


&- 
BUCHAN DIRECTOR 
DEPARTMENT OF COMMERCE 


GB/bfs 


Sincerelyy 
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Suggested Corrections of Fact or Interpretation 


Page #7 - Prior to July 1, 1981, four FTE's were authorized to the Coal Board. 
The current authorization is 3 FTE's, two of which are filled and one (the 
project evaluator) is in the process of being filled. 


Page #17 - A mine or facility is usually located within three major taxing 
jurisdictions: a county, one elementary school district, and one high school 
district. County-wide special districts, such as conservation or weed control 
districts, will also include the mine or facility. Most special districts and 
rural special improvement districts, such as county water and sewer districts 
and rural fire districts, do not usually share the tax base of the entire county. 
They are limited to the taxable valuation of their own jurisdiction. The fact 
that a county has a high taxable valuation may be of no benefit to a district 
within that county. Similarly, municipalities and most school districts ina 
county do not share the tax base that a mine or facility provides to the county 
and the two school districts. 
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DEPARTMENT OF COMMERCE 


TED SCHWINDEN, GOVERNOR 1424 9TH AVENUE 


eee SIAIE OF MONTANA 


(406) 449-3494 HELENA, MONTANA 59620 


July 24, 1981 RECEIVED 


JUL 2 4 1991 


: : é MONTANA LEGISLATIVE AUDITOR 
Office of the Legislative Auditor 


State Captiol Building 
Helena, Montana 59620 


Attention: James M. Nelson 
Gentlemen: 

Attached for your use is the official written response from the members 
of the Montana Coal Board relative to your recent completion of a performance 


audit. 


You will note each recommendation has been addressed with the Coal Board's 
response immediately following. 


We would like to take this opportunity to commend your staff on the fine 
job they performed in conducting this audit as well as their high level of 
professionalism in dealing with the Board and other relative individuals and 
staff. 


eee 


ea ~ 
<—Clete * CBE” 
PAUL PALM 
VICE-CHAIRMAN 
MONTANA COAL BOARD 
PP/bfs 
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“AN EQUAL OPPORTUNITY EMPLOYER” 


Legislative Auditor Recommendation #1 


We recommend that the Coal Board continue to use all current statutory 
criteria governing impact grants without placing empahsis on the local effort 
criterion. 


Coal Board Response: 


The Montana Coal Board concurs with this recommendation and will continue 
to use all statutory criteria governing impact grants to the best of our ability. 


Although we recognize the need for local effort, and that local effort has 
been one of the major criteria to be met by the grant recipients, many other 
criteria have been used in the decision-making process for awarding grants. 

The original Coal Board has spent a great deal of energy wrestling with problem 
areas such as population growth, mill levies, bonded indebtedness, pre-coal 
impact conditions, planning and many other areas that relate to the impact areas. 

In 1979, the Coal Board contracted with the Department of Community Affairs 
to develop a Local Government Financial Assessment System to assess the fiscal 


needs and responsibilities of local governments and to give the Board the most 
current information available. 


Legislative Auditor Recommendation #2 


We recommend the Coal Board and the Department of Community Affairs: 


A. Make designations based on expected as well as actual population 
increase. 


B. Meet as often as needed to update the designated impact area list. 


Coal Board Response: 


The Montana Coal Board concurs with this recommendation. 


Legislative Auditor Recommendation #3 


We recommend that the Coal Board seek professional technical assistance 
when needed in reviewing applications. 


Coal Board Response: 


The Montana Coal Board concurs with the recommendation. 


45 


The original Board relied upon much in-house expertise both with the Board 
and with the DCA staff. 


Because of the changes in the Coal Board membership, the present Board has 
utilized professional consultants and hope to continue in their use on a case- 
by-case basis. 


Legislative Auditor Recommendation #4 


We recommend the Coal Board not rely primarily on the Financial Assessment 
System printout as the determining factor in a grant award. 


Coal Board Response: 
The Coal Board concurs with this recommendation. 


The unavailability of these printouts has eliminated the usage. 


Legislative Auditor Recommendation #5 


We recommend the Department of Community Affairs: 


A. Document the basis for computer programs used to assess the financial 
condition of grant applications. 


B. Implement security procedures to prevent unauthorized changes in the 
financial assessment system. 


Coal Board Response: 


The Montana Coal Board concurs with this recommendation. 


Legislative Auditor Recommendation #6 


We recommend that legislation be enacted to allow the use of loans and, 
if passed, that the Coal Board set guidelines for loan awards. 


Coal Board Response: 


The Montana Coal Board fully concurs with this recommendation and has made 
similar recommendations. Members of the Coal Board were requested to testify 
for Senate Bill 7 during this last Legislature. 


The loan capabilities would provide the Coal Board with more realistic 
approaches to local impact problems, especially in the areas of local effort. 


Legislative Auditor Recommendation #7 


We recommend the Coal Board: 
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A. Set a general list of priorities for awarding grants. 


B. Award grants at specific intervals with an allowance for making emer- 
gency awards. 


Coal Board Response: A. 


The Montana Coal Board concurs in the concept of granting categories, but 
the original Board also recognized the need for each potential grantee to estab- 
lish its own local priorities, based upon their own particular needs. Because 
of the diversity and individuality of each local area, the Board, throughout 
the years, has chosen to deal with each, through a case-by-case basis, with the 
deliberate intention of not imposing priorities on local agencies. 


With the establishment of definite priorities and criteria, the Board 
could impose inappropriate funding plans for projects that may not be needed 
in all local areas or fail to assist in some crucial areas because they fail to 
fit into the criteria imposed by the Board. The Board has strongly opposed 
strict criteria and priorities and has maintained a definite need for flexibility. 


Coal Board Response: B 


The Montana Coal Board concurs, but still maintains its need for a case-by- 
case examination of each local situation and judging each application upon its 
own merits rather than attempting to compare two diverse localities. 


Legislative Auditor Recommendation #8 


We recommend the Coal Board: 
A. Perform on-site reviews of coal impact projects after completion. 


B. Require grantees to submit project completion reports as required in 
the Board's contracts. 


Coal Board Response: A 
The Montana Coal Board concurs. The Coal Board staff is presently in the 


process of expanding to 3 FTE's to include a project evaluator to perform on- 
site reviews of present and past grant contracts. 


Coal Board Response: B 


The Montana Coal Board concurs. 


Legislative Auditor Recommendation #9 
We recommend the Coal Board expand its publication for local government 


applications to include guidelines and information pertaining to all aspects 
of impact grants. 
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Coal Board Response: 


The Montana Coal Board concurs with this recommendation and every effort 
will be made to accommodate this request. 
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